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wave Wate ute 
The Truth is Mighty and Will Prevail 


The editor of the JouRNAL OF INSURANCE ECONOMICS 
desires to express his thanks and grateful appreciation for the 
following letter from an interested reader :— 

‘‘T wish at this time to express to you my personal appreciation for the 
courageous manner in which you waged war against the misleading policy 
contracts of certain companies, one of which fought a royal battle to the 
finish. I believe that the position assumed by the Massachusetts Insurance 
Department and yourself (the only publication of which I have knowledge 
as expressing the truth of its convictions) has been materially strengthened 
by the recent decision of the highest legal tribunal of Massachusetts, and 
that we may reasonably hope to find a cessation of hostilities as to first year 
term insurance on the part of certain well-known insurance journals.”’ 

This is one of many similar expressions of appreciation 
which have reached this office and we feel sure that it repre- 
sents the unexpressed opinion of almost every reader of this 
magazine. We republish this statement merely because it 
affords an opportunity to say one or two things which we might 
otherwise have left unsaid. 

It is true that the JOURNAL OF INSURANCE ECONOMICS, with 
one exception, is the only insurance periodical which, during 
the past three years, has stood without equivocation against the 
preliminary term valuation. That exception is the ‘‘ Insurance 
Field’’ of Louisville, and we do not hesitate to say that the 
position taken by the editor of that paper has relieved us of a 
sense of loneliness which might have made our fight for sound 
life-insurance principles more difficult. We wish to say also 
that Mr. Allison, the editor of the ‘‘ Insurance Field,’’ was the 
first journalist to declare against preliminary term valuation. 
We are glad that Mr. Allison had the opportunity to fire the 
first gun. 

Since the JOURNAL OF INSURANCE ECONOMICS was estab- 
lished it has waged a continuous and uncompromising warfare 
against the preliminary term plan. It has done so because it 
believed that system of valuation to be wrong and dangerous as 
an economic proposition. What effect this position has had 
upon the material prosperity of this magazine in the past we are 
unable to say. That is nota matter of consequence. But what- 
ever has been lost in income, we feel sure has been gained in 
power and prestige and influence. Although we were not 
aware of it during the course of the controversy, we know now 
that the stand taken is one of the important factors which has 
brought this magazine into a position of success and prosperity. 
It has helped us perhaps more than anything else to establish 
the fact that the platform upon which we started meant just 
exactly what it said. 

It has been worth everything to us, commercially and other- 
wise, to demonstrate that this magazine is conducted absolutely 
in the interests of life-insurance, and not for the purpose of pro- 
moting special interests. 

This is the one fact which has made the JOURNAL OF INSUR- 
ANCE ECONOMICS a success and which alone will promote its 
future prosperity. 











JOHN A. MCCALL, 


PRESIDENT NEW YORK LIFE INSURANCE 








ournal of Insurance Economics 


June, 1902 


PRESIDENT McCALL AND THE NEW YORK LIFE. 


Ten Years’ Progress of a Creat Corporation. —Some Incidents in the Career of its 
Remarkable Chief Executive. 


BY HENRY 


For ten years the McCall admin- 
istration of the New York Life In- 
surance Company has been the 
center of observation, praise, and 
criticism in life-insurance circles. 
During that period the company 
has defied the traditions of life- 
insurance and broken away from 
established rules, to make itself 
popular with the insuring public. 
It has found many novel and here- 
tofore unknown ways of produ- 
cing business, and has kept the 
underwriting world in a state of 
continual conjecture. Ithas always 
done the unexpected, and invari- 
ably confounded the prophets by ac- 
complishing the purposes at which 
it has aimed. 

An impartial critic is compelled 
to say that the New York Life is 
to-day the most popular company 
seeking the patronage of the great 
middle class ef insurees. It has the 
greatest number of policy-holders, 
the largest amount of insurance, 
and the largest premium income. 
It adapts its business methods and 
its contracts to the apparent needs 
of this class of people. The com- 
pany has created, or rather it has 
found and cultivated, by the ex- 
treme flexibility of its forms, a new 


H. 
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and ever widening market for the 
sale of insurance. 


¥ 


The Crowth of Insurance. 


The most marvelous accomplish- 
ment of the company during the 
past decade —at least the thing 
which appeals most to the imagira- 
tion — is its unprecedented produc- 
new business and increase 
of insurance in force. Its perform- 
ances in this direction have not 
been equaled by any other com- 
pany. On Jan. 1,1892,the New York 
Life had in force paid-for insurance 
amounting to $576,000,000. At the 
close of the decade this had been in- 
creased to $1,365,000,000, much more 
than doubling the company’s plant. 
At the beginning of the decade the 
York Life stood third of all 
its competitors in the matter of 
insurance in force. It has 
passed other companies, and now 
stands first in the amount of in- 
surance in force, exceeding its near- 
est competitor by more than one 
hundred twenty millions of 
dollars. 

During that period no other com- 
pany has approached it in the mat- 
ter of insurance written. Before 
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Mr. McCall became president of 
the New York Life great records 
had been established in the annual 
production of new business, but, in 
face of what the New York Life 
has since accomplished, these rec- 
ords have been forgotten. In this 
one particular the New York Life 
has not only astonished all observ- 
ers, but it has probably exceeded 
the expectations of the management. 
In this connection it is interest- 
ing to note that several years ago 
an attempt was made by legislation 
to restrict American life-insurance 
companies to $1,000,000,000 of in- 
surance in force. Since then the 
New York Life has not only passed 
the billion-dollar mark, but by the 
close of the present year will prob- 
ably have in force $1,500,000,000. 
What the future may bring forth 
in-this direction it is difficult to say. 
Five years ago it would have been 
said that these results were impos- 
sible. That they were possible has 
been proven. The potential power 
of the New York Life for the pro- 
duction of new business is probably 
greater than that of any other 
American company, and, inasmuch 
as its present policy of expansion 
will remain unchanged, it is quite 
probable that the near future will 
produce results of an even more 
extraordinary nature. 


¥ 


How Policies are Kept in Force. 


The remarkable record made by 
the New York Life in holding its 
business in force has been the sub- 
ject of considerable speculation. 


There are a number of factors which 
have contributed to this result. 
The home office management of 
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the company does not permit a 
policy-holder to lapse until. every 
effort has been made to secure his 
continuance. The company has 
discontinued the payment of cash 
values, and substituted therefor 
liberal loans to policy-holders. By 
this means the policy-holders get 
the substantial benefits of a cash 
surrender value, while the con- 
tract is kept upon the books of the 
company, subject to a repayment 
of the loan. The matter of loans to 
policy-holders was a distinct inno- 
vation for the company on the part 
of the McCall administration, a de- 
parture which has since been fol- 
lowed by other New York com- 
panies. The New York Life now 
holds $20,000,000 of its assets in- 
vested in loans to policy-holders, 
a sum larger than that held in a 
similar item by any other American 
life-insurance company. 

Another factor which has aided 
the company in showing a large 
amount of insurance in force, as 
compared with other companies, is 
the granting of automatic extended 
insurance for the full face of the 
policy, instead of paid-up insurance 
for a relatively small percentage of 
the face. In both cases the mathe- 
matical value extended to the pol- 
icy-holder is the same, but the 
showing in respect to insurance in 
force is better under the former 
plan than under the.latter. The 
expiration of this extended insur- 
ance has not, thus far, tended to 
check the company’s steady increase 
in insurance in force, which for the 
past six years has been as follows: 
1896, $28,000,000; 1897, $50,000,000 ; 
1898, $67,000,000; 1899, $117,000,- 
000 ; 1900, $140,000,000 ; 1901, $163,- 
000,000. 
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Progress in Other Features. 


With its great development in 
business has come a natural in- 
crease in assets, surplus, and pre- 
mium income. This last item is 
now $55,000,000, a sum larger than 
that of any other company in the 
world. It is understood that $20,- 
000,000 of this income is carried by 
the company without expense of re- 
newal commissions. In surplus, 
likewise, the company has made 
remarkable gains. The amount re- 
ported on Jan. 1, 1892, was $17,- 
843,000; at the close of 1902, $44,- 
108,000. This, however, represents 
surplus reported after a decade of 
cutting, pruning, and reduction in 
the company’s assets, which are 
to-day not marked up to their full 
value. It is claimed that if assets 
were marked up the present surplus 
would be increased at least $10,- 
000,000, and probably $12,000,000. 

During the decade the company 
has increased the annual sum paid 
to policy-holders in dividends 145 
per cent, a larger ratio of increase in 
the same time than that of any of its 
giant competitors. The company 
has also increased its death losses 
and other payments to policy-hold- 
ers more largely than other leading 
companies. Another factor which 
has tended to prevent a more ex- 
traordinary accumulation of sur- 
plus is the sum annually paid 
for expenses of management. The 
company seems, however, to have 
reached a point where its ratio of 
expenses to premium income is on 
the decrease. 


¥ 
The Man and the Opportunity. 


In accomplishing these results the 
New York Life has been placed 


upon the defensive against the ad- 
verse criticism of business competi- 
tors. In dealing with the history 
of the McCall administration, the 
impartial critic must state the facts 
as he finds them. He may think 
that he or other men would have 
done differently, perhaps better 
(probably worse); but by doing dif- 
ferently, different results would 
have been produced. In the case 
of the New York Life the same re- 
sults were made possible by using 
the means employed, and these re- 
sults should be judged as they are 
in accordance with the standard set 
by those who aimed to accomplish 
them. It may be true that the New 
York Life has spent relatively 
more money for administration dur- 
ing the past ten years than any 
other important competitor, but if 
it has produced relatively greater 
results, then this expenditure is 
justified for the company. 

The circumstances under which 
Mr. McCall became president of the 
New York Life were propitious, 
both for himself and for the com- 
pany. Forsix months the company 
had been subjected to a steady and 
continuous fire of public criticism, 
in the face of which the then exist- 
ing administration was compelled 
to retire. When, under these cir- 
cumstances, Mr. McCall was made 
president of the company, absolutely 
unpledged, an opportunity was 
thrust into his hands which rarely 
comes to men of extraordinary abil- 
ity. The case was distinctly one 
where the man and the opportunity 
met, and where the combination of 
circumstances rendered success al- 
most certain. Mr. McCall had the 
advantage of a solid foundation 
upon which to build the future of 
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the company ;—a great company, 
strong in assets and surplus, a vig- 
orous agency force and a body of 
policy-holders bound together by 
strong ties of self-interest. He was 
free to cut and prune and change 
and reform at will. He was re- 
sponsible for nothing which the ad- 
ministrators of the company’s affairs 
had done in the past. With this 
splendid foundation, this fine op- 
portunity, he could shape the fu- 
ture in accordance with his best 
conceptions of life-underwriting. 


* 
Why Expenses Were Increased. 


Mr. McCall was, however, faced 
by one disadvantage, — an impor- 
tant one. The company had been 
assailed and riddled by the public 
press and at the hands of its com- 
petitors. Publicsuspicion, whether 
justified or not, had been aroused. 
Mr. McCall, therefore, had before 
him the extraordinary task of 
changing that hostility into confi- 
dence. The situation, as he saw it, 
made an increase in the expendi- 
tures for new business imperative. 

Shortly after Mr. McCall became 
president, he was met in conference 
by the presidents of the Mutual and 
Equitable Life, both of whom be- 
lieved the opportunity ripe for some 
agreement by which competition 
could be regulated. Mr. McCall’s 
previous identification with the 
Equitable Life, and the fact that 
both Mr. McCurdy and Mr. Hyde 
had interested themselves in secur- 
ing Mr. McCall’s election *. made it 
seem probable to them that the time 
had come when by agreement some- 
thing could be done towards redu- 
cing field expenses. Mr. McCall, 


however, was unwilling to consider 
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a proposition of this kind, because 
he believed the interests of the New 
York Life, at that particular time, 
demanded expansion and not the 
contraction which would surely re- 
sult from such an agreement. He 
felt that the one thing essential for- 
the company’s welfare was to create 
a position for itself founded upon 
the individuality of the new man- 
agement, and that it would be little 
short of suicide to hamper the man- 
agement by alliances with other 
companies. 

It was this feeling upon Mr. Mc- 
Call’s part which, perhaps, more 
than anything else, has made it 
seem to be at war with all of its 
competitors, and has brought upon 
it a continuous fire of hostile criti- 
cism. Mr. McCall not only said 
then that he would spend $1,000,000 
more of the company’s income in 
the procurement of new business 
than during the previous year, but 
he actually did so, and as a result 
produced in 1892 $173,000,000 of 
new insurance, the largest amount 
ever written by the company in a 
single year. 

¥ 
The Company's Agency Force. 

Upon his accession to the presi- 

dency, Mr. McCall immediately be- 





*The attacks upon the New York Life had so 
influenced public opinion as to affect adversely 
the interests of other companies, and Mr. Mc- 
Curdy and Mr. Hyde were not only willing, but 
anxious that Mr. McCall should succeed to the 
presidency of the New York Life. They had 
much to do with influencing him to accept the 
responsibilities of the position which had been 
offered him. It isinteresting to kuow, however, 
that Mr. Hyde’s consent to part with Mr. McCall 
was not for some time secured. As Comptroller 
of the Equitable Life Mr. McCall was earning a 
salary of $15,000. Mr. Hyde offered him $50,000, 
the salary which he was to receive as president 
of the New York Life, if he would remain with 
the Equitable. Subsequently Mr. Hyde with- 
drew all opposition to Mr. McCall’s withdrawal 
from the service of the Equitable. 
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gan to remodel the agency force of 
the company. The system of gen- 
eral agents had prevailed, and had 
proved, in some cases at least, detri- 
mental to the interests of the com- 
pany. The new president believed 
that the interests of the New York 
Life demanded the complete aboli- 
tion of the general agency system, 
and the substitution therefor of 
branch offices, under salaried man- 
agers, bringing every agent of the 
company directly in touch with the 
home office. In this work Mr. Mc- 
Call brought to his assistance a man 
who proved himself to be a master 
of men, and has since attained an in- 
ternational reputation as an agency 
manager of unusual capacity. 

‘ While the New York Life was 
passing through the fire of public 
criticism, Mr. George W. Perkins 
was acting as general agent of the 
Western department, with headquar- 
ters at Chicago. By virtue of his 
own personality and confidence in 
the company, he held its entire 
agency force in that district intact, 
and produced in 1891 the large sum 
of $46,000,000 of new business. Mr. 
Perkins, as well as other young and 
successful agents employed by the 
company, opposed a change in the 
management of the company, at 
the time Mr. McCall’s name was 
mentioned for the presidency. They 
did so as a matter of natural self- 
interest, believing it Mr. McCall’s 
purpose, if elected, to depose them. 
When Mr. McCall was elected, Mr. 
Perkins called upon him, explained 
his opposition, and stated that he 
was prepared to retire from the em- 
ploy of the company. To Mr. Per- 
kins’ surprise Mr. McCall told him 
that he desired to make him the 
third vice-president of the company, 
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with full charge of the agency force. 

Mr. Perkins’ selection for this im- 
portant position gave him an oppor- 
tunity for the development of ex- 
ceptionally brilliant talents. His 
record as a life-insurance agency 
man is in most respects unparalleled. 
His capacity as an organizer proved 
extraordinary. During his ten years 
at the head of the agency depart- 
ment of the New York Life, he has 
built up an agency force which ex- 
ceeds in number that of any other 
company in the world except weekly 
premiumcompanies. Inthe United 
States the company has five thousand 
agents regularly and constantly em- 
ployed in producing new business. 
In addition it has appointed five 
thousand agents who are occasional 
producers, and in foreign countries 
it also has a force of about five 
thousand men; a total of.some fif- 
teen thousand agents commissioned 
to sell throughout the world the con- 
tracts of the New York Life. 

Unlike Mr. McCall, however, Mr. 
Perkins was not a life underwriter. 
His capacities lay in the execution 
of missions, of bringing about the 
ends from the means placed in his 
hands, and it is this great ability 
which has made him so useful to 
Mr. Morgan in the development of 
his gigantic industrial enterprises as 
to prevent the New York Life from 
retaining his services at the head of 
its agency department. 


¥ 


The Unrestricted Contract. 

One of the important factors which 
has helped to make the company 
successful, from a popular point of 
view, is the extreme liberality of its 
contracts issued. Its policies are 
absolutely free from all restrictions 
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and incontestable from the date of 
issue, except in foreign countries, 
where they are incontestable after 
the first year. One of the strong 
points of criticism against the com- 
pany has been this great liberality. 
It has been described as a departure 
from sound underwriting practices 
and therefore a detriment to the 
policy-holders ofthe company. Mr. 
McCall admits that the contract 
issued has resulted in losses to the 
company which otherwise would 
not have occurred, but he does not 
believe that this has been a detri- 
ment to the policy-holders as a 
whole, because the immense gains 
which have come to the company in 
other directions have fully compen- 
sated for this loss; in other words, 
when weighed in the balance as an 
underwriting proposition, the unre- 
stricted contract has proved profit- 
able to the company. 

Mr. McCall believes that an es- 
sential factor in skilful underwriting 
is the inspection of the moral hazard 
as well as protection against physi- 
cal hazard. Coincident with the 
issuance of the company’s liberal 
contract a system of inspection was 
established, which has been con- 
stantly developed until it has 
reached a high degree of perfection. 
At the present time every applicant 
for a policy, whether large or small, 
is carefully investigated before the 
contract is issued. The delay inci- 
dent to inspection sometimes causes 
the loss of a risk to the company, 
but this is not a frequent result. 


« 


Some Other Innovations. 


In 1896 the New York Life carved 
out a new line of work for itself by 
beginning the insurance of sub- 
standard lives. It was the first of 
the regular companies to engage in 
this form of business. Before it 


issued a policy of this character the 
company spent $55,000 in making 
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an investigation of its rejected 
policy-holders. The sub-standard 
risk now constitutes quite an impor- 
tant branch of the company’s busi- 
ness, although the amount of insur- 
ance now in force, $20,000,000, is 
not so large as many have been led 
to suppose. The company’s expe- 
rience in this business has appar- 
ently been good and profitable, for 
its plan of insuring these lives has 
since been adopted by other com- 
panies. 

Since his accession to the presi- 
dency, Mr. McCall has made some 
very radical changes in the methods 
of presenting the public accounts of 
the company. His experience in 
the New York insurance depart- 
ment, together with that subse- 
quently met with while Comptroller 
of the Equitable Life, gave him a 
full appreciation of the value of 
publicity in creating confidence. 
He has used his knowledge and ex- 
perience in this direction to the best 
advantage, and the freedom of op- 
portunity which his new position 
offered him has made it possible 
for him to adopt changes of this 
character which would be difficult, 
if not impossible, in other cases. 
He has continuously marked down 
the assets of the company, and has 
adopted every device to make the 
accounts of the company as pre- 
sented to its policy-holders and the 
insuring public more clear and 
comprehensive. President McCall 
has always been ready to comply 
with the most exacting requirements 
of governmental insurance depart- 
ments, whether in the form of a 
gain or a loss exhibit or a sub-divi- 
sion of deferred dividend surplus. 
In fact, he has been exceptionally 
quick to meet state supervisors upon 
their own grounds and has made 
this factor a part of the company’s 
claim for public patronage. 

The New York Life’s reéntry 
into Prussia is an interesting illus- 
tration of Mr. McCall’s faculty for 
adapting himself to the exigencies 
of any situation and turning it to 
the profit of the company. He 
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complied with every requirement 
imposed by the Prussian govern- 
ment, and obtained readmission to 
that country under circumstances 
which has given the company a 
great lead over other competitors 
in the procurement’‘of new business. 
The admiriistration has been se- 
verely criticised because it com- 
plied with these requirements. 
They were very exacting and essen- 
tially paternal in some respects. 
Mr. McCall, however, looked at the 
matter from a practical point of 
view, and believed that the interests 
of his company would be advanced 
by making the sacrifices necessary 
to comply with the wishes of the 
Prussian government. 


. 
A Few Personal Reflections. 


Like all truly great men Mr. 
McCall has the charm of simplicity. 
The impression made on the inter- 
viewer is one of sincerity. He does 
not pose as a philanthropist. He 
recognizes in himself, as in others, 
the moving power of self-interest. 
He has some of the characteristics 
of a shrewd and successful political 
manager; but he is not a dissembler. 
He seeks the best means to accom- 
plish his great aims for the company. 
He recognizes that other men are 
accomplishing equally great things 
in a different way. His tempera- 
ment is flexible, but his resolve is 
firm. He molds his will to the op- 
portunity as it is offered him, and 
adopts that line of action which 
the occasion best affords. He rec- 
ognizes that Twentieth Century 
commercial conditions make it im- 
possible for the will and purpose 
and judgment of one man to control 
absolutely in the affairs of a great 
corporation. He does not approve 
every act of every representative of 
the New York Life, but he seeks to 
direct the great forces at his com- 
mand along the line of progress and 
towards the accomplishment of the 
highest material results. 

Mr. McCall was called to the 
presidency at the age of forty-two. 


227 


The responsibilities of the past ten 
years have aged him. The price 
paid for responsibility is not small. 
The material reward gained is not 
a compensation for that price. The 
reward must come in a satisfaction 
of a different kind—the knowledge 
of great things which a man does for 
himself and human progress in the 
best way which the individual con- 
ceives to be possible. 

Mr. McCall is an underwriter ; 
that is to say, he not only has a 
knowledge and appreciation of 
sound life-insurance principles but 
he also has the faculty of adapting 
his knowledge to practical condi- 
tions. Good life-underwriting is 
not wholly a matter of statistics or 
actuarial science, but consists also 
in the capacity for understanding 
conditions and utilizing resources. 
Mr. McCall has been successful as 
the president of the New York Life, 
not because the company has pro- 
duced great results in the matter of 
new business, but because, while it 
has departed from traditional meth- 
ods in transacting business, its 
president has had the wisdom to 
guard against the natural conse- 
quences of liberality which might 
have been severe if left unguarded. 


While Mr. McCall has departed 
from many of the traditions of the 
business yet he is a strong believer in 
fundamental principles, particu- 
larly in respect to the reserve ac- 
quirements imposed upon level- 
premium companies. He believes 
that a life-insurance contract, or for 
that matter any other indemnity 
contract involving a future pay- 
ment, should begin from the start 
to accumulate a reserve to meet this 
emergency. He does not believe 
that any business expediency justi- 
fies a departure from this principle 
of reserve accumulation, and after 
he was made President of the New 
York Life that company ceased to 
issue its so-called ‘‘ Distribution’’ 
policies on which the net valuation 
and premium charge were the sub- 
ject of acontroversy with the Massa- 
chusetts Insurance Department. 








A GREAT PROBLEM IN FIRE-INSURANCE. 


The Expense Question a Paramount Issue. —The Interest of Agents is Being Aroused.— 
Probabilities of United Action in the Future. 





It does not require a prophetic 
vision to see that the expense ques- 
tion will for some time occupy, as 
never before, the attention of fire- 
insurance interests. In all proba- 
bility the attempts made in the next 
few years to regulate and control 
this question will be more pro- 
nounced than anything which has 
yet occurred. Within the business 
of fire-insurance itself, and particu- 
larly among the companies, expense 
has always been a subject of agita- 
tion. The companies have always 
desired to reduce the cost of the busi- 
ness and are constantly aiming to 
exercise economies in this direction; 
but never before has the problem 
appealed so strongly to local agents. 

In explanation of this fact it may 
be said that never before has there 
been so much agitation among prop- 
erty-owners; therefore, for the first 
time in the history of fire-insurance, 
the companies have allied with 
them a wide-spread and constantly 
growing public opinion in favor of 
reduced expenditures. The unusual 
publicity which has attended fire- 
insurance transactions during the 
past few years, the public discus- 
sions and educational campaigns, 
have all had their due effect in 
awakening the public conscience to 
the cost of transacting the business. 

It is in response to these condi- 
tions that the attention of local 
agents has been aroused under the 
pressure of self-interest. The local 


agent is very close to, and, in fact, 
to a very 


marked degree repre- 


sents, the insuree as a factor in 
the fire-insurance situation. At 
the same time the agent constitutes 
as a middleman, by far the largest 
factor in the expense account of 
the companies. 


* 


The Pressure on the Agent. 


The present pressure upon the 
agent is, therefore, strong and im- 
mediate. We shall be much sur- 
prised if this pressure does not lead 
eventually to important united ac- 
tion on the part of local agency in- 
terests upon the expense question. 
What this action is likely to be we 
shall not undertake to predict. It 
will not, however, be in the direc- 
tion of reducing the incomes of 
local agents. We do not mean that 
local agents may not legislate in 
favor of reduced commissions, but 
they will not consent to such a re- 
duction unless they receive at the 
same time concessions which will 
enable them to maintain, if not 
increase, their earnings from the 
business. 

We believe that the local agents 
are likely, in the near future, to 
consider whether there are not con- 
ditions under which they can accept 
reduced commissions without redu- 
cing the present rate of earning. 
They are also likely to consider 
whether there are not factors out- 
side the rate of commission which 
the local agents can influence ; 
whether or not they may not be 
able, by economy in local board 
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expenses, in the cost of inspections 
and adjustments, and also in the 
direction of exerting pressure to 
secure a repeal of excessive taxes, 
bring about a reduction in the cost 
of fire-insurance. 

The probability is that, irrespec- 
tive of the commission question and 
without in any degree affecting 
their own incomes, there are many 
ways in which the local agents 
could assist the companies in re- 
ducing expenses, particularly since 
the local agents in almost every 
State are now strongly organized 
for self-defensive purposes. Evi- 
dence is not wanting from practical 
experience that the local agency 
associations can influence State leg- 
islation to a marked degree, and it 
is not improbable that in this direc- 
tion alone they could obtain relief 
for the companies which would 
make a very considerable difference 
in the expense ratio. 

It is probable that local agents, 
now that they are possessed of the 
power and are faced by the oppor- 
tunity, will find it expedient, as a 
matter of self-interest, to exert what 
influence they can in the direction 
of reducing expenses in fire-insur- 
ance, in so far as it does not de- 
crease their earning powers. Agents 
are finding it increasingly trouble- 
some to explain to property-owners 
the high ratio of expense in fire- 
insurance, of which, as we have 
already said, very much the larger 
proportion is due to commissions 
paid to the middleman. Under these 
circumstances, we believe it safe to 
predict that something will be done 
by agents, individually, and also 
through their State and National 
associations, to effect a reduction in 
the cost of transacting the business. 
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Another View of Expenses. 

While we expect measures of this 
kind taken, yet we do not believe 
that the future of fire-insurance will 
see a material reduction in the fer- 
centage of premium paid for ex- 
penses. By this we mean, not that 
it will cost more in dollars, as com- 
pared with the amount at risk, to 
conduct the business, but that the 
tendency is toward the payment of 
an increasing percentage of the pre- 
mium for expenses, and a decreasing 
percentage for losses. In other words 
the capital invested in fire-insurance 
is being used to an ever-increasing 
degree for protective purposes, as 
well as for the purpose of indemnity. 

With the growth of modern prac- 
tices, the companies find it expedient 
not only to insure against loss, but, 
if possible, to prevent it. Some of 
the most successful enterprises of 
recent years have been developed 
almost exclusively along this line, 
though efforts of this character have 
been confined mainly to special 
classes of risks. This method of 
doing fire-insurance, combining pro- 
tection with indemnity, is spreading, 
and in our opinion, protection must 
eventually become as essential a part 
of fire-insurance as the contract of 
indemnity. 

We are not of those who believe 
that the sole aim of fire-insur- 
ance in the future should be to re- 
duce the percentage of the premium 
paid forexpenses. Onthe contrary, 
we hold that the tendency should 
be in the other direction, and that 
in encouraging a tendency 
we are placing ourselves in line with 
the wisest and best public policy. 
It is immaterial to the property- 
owner how the premium which he 
contributes to the fire-insurance com- 


such 
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pany for indemnity is spent, so long 
as it is utilized for the purpose of 
bringing the general cost of insur- 
ance down to the lowest. possible 
basis. If the companies can spend 
a larger portion of the premium in 
preventing loss, and thus decrease 
the amount which is annually used 
to pay losses, the property-owner is 
just as much benefited as though 
they had spent more for losses and 
less for expenses. 

It is the actual results accom- 
plished, and not the relation of 
ratios to each other, which is the 
essential factor for both the com- 
pany and the property-owner to con- 
sider. 

The New England Factory Mu- 
tual Association, one of the most suc- 
cessful fire-insurance organizations 
ever developed during the nineteenth 
century, spends 4.5 cents for ex- 
penses to 4.57 cents for losses. Under 
this system of insurance, the factor 
of indemnification might almost be 
said to be incidental. The factor 
of prevention is the one upon which 
these corporations have proved them- 
selves entitled to public confidence. 
Their methods have been copied 
by stock corporations in connection 
with certain special classes of risks. 
It seems to us probable that the 
future tendency in fire-insurance will 
be toward an extension of this 
method of doing business to every 
class of insurable risk. 


¥ 


Shall Agents’ Commissions Be Increased. 


There is said to be a well-devel- 
oped movement among local agents 
in Alabama in favor of procuring 
an increased rate of commission 
from the companies. In the face of 
present conditions, particularly in 
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view of public sentiment, a propo- 
sition of this kind may appear 
absurd to the casual observer, — 
yet it is not without merit if we 
but bear in mind the conditions as 
outlined above, under which it seems 
probable that an increased percent- 
age in premium may, as time goes 
on, be used for expenses. 

If the local agent can earn it he 
is entitled to more commission. 
Any agent who can devise means 
for reducing the cost of insurance 
is entitled to earn more than the 
agent who acts merely as a middle- 
man between the companies and 
the insuring public. It may be 
that as fire-insurance develops local 
agents will become, on account of 
their mental capacity and expe- 
rience, as well as through the 
power of their organizations, factors 
which will promote a saving in the 
cost of insurance, not only enabling 
the companies to do business more 
profitably, but also to sell their 
idemnity to the property-owner at a 
lower rate of premium. 

‘In this event it might be that the 
agent would become entitled to a 
larger share in the premium for the 
work which he performs; indeed, 
it might be necessary to give him 
this larger share in order to pre- 
vent a reduction in his income. 
The proposition to increase agents’ 
commissions is not one which can 
be met with opposition, provided 
the agent proposes to render more 
to the companies and to the in- 
suring public for this increased 
compensation. 


¥ 


Expense Problem in Large Cities. 


The great problem in relation to 
fire-insurance expenses centers in 
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these 
places that the big ratios of expense 
It is here that the 
companies are able to exercise the 


the large cities. It is in 
are piled up. 


least control, and it is here like- 
wise that the middleman is more 
strongly intrenched in power. 

One more promising attempt on 
the part of the companies to regu- 
late the question of expenses in 
Western excepted cities has failed. 
Some months ago an independent 
movement to control expenses in 
these cities was inaugurated through 
the initiative of the Western man- 
ager of a non-union company, cou- 
pled with a similar effort on the 
part of a manager of a union com- 
pany. All companies doing busi- 
ness in these cities, whether union 
or non-union, were invited to par- 
ticipate in the organization of an 
independent association designed to 
deal mainly with the question of ex- 
penses in these cities. It was the 
purpose to make this organization 
exempt from the jurisdiction of the 
Western Union, which had several 
times tried, without success, to deal 
with this problem. According to 
well-authenticated reports one hun- 
dred and thirty companies expressed 
a willingness to engage in a con- 
ference, but owing to the opposition 
of influential Eastern company offi- 
cials it was finally deemed inadvisa- 
ble to calla meeting. It is averred 
that the officials in question did not 
favor a movement independent of 
the Western Union. We are pre- 
senting elsewhere a carefully pre- 
pared statement regarding the ex- 
pense situation in the West, by a 
Western manager who is well in- 
formed as to the facts. 


Conference With Agents Necessary. 

There is probably another cause 
which contributed to the downfall of 
this interesting proposition, namely, 
the opposition of local agency in- 
terests. These interests were un- 
doubtedly strong enough to exert 
an influence to defeat a proposition, 
into the consideration of which they 
were not called. 

The inharmony of the companies 
under present competitive 
tions is so closely related to the in- 


condi- 


fluence exerted by the local agent, 
that it is a constant source of won- 
der to outside observers why the 
local agent is so persistently ex- 
cluded from the 
questions which affect his interests 


consideration of 


so vitally. 

One of the prime factors in pre- 
venting cooperation between com- 
panies is their desire to compete for 
the favor of the local agent, and it 
is clear that under existing circum- 
stances, so long as any considerable 
portion of local agency interests op- 
pose any proposition for handling 
the situation in excepted cities, it 
will be impossible to secure united 
action. 

If a majority of the companies and 
the local agents in any given local- 
ity could agree upon a fair proposi- 
tion for regulating expenses in large 
cities, it could be carried through, 
and the opposition of a minority of 
companies would probably be inef- 
ficient to defeat it. In other words, 
with the support of local agents the 
majority of the companies can rule ; 
without that support no plan can 
be made effective without practi- 
cally unanimous consent from the 
companies. This it will be impos- 
sible to secure. 

When the proposition in regard 
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to regulating expenses in Western 
excepted cities was first broached, 
the President of the National As- 
sociation of Local Fire-Insurance 
Agents, in a published statement, 
intimated that the time had arrived 
for a conference between company- 
managers and agents upon the ques- 
tion of multiple agents, and that an 
adjustment of this question could 
and should be made coincident with 
the proposed reduction in expenses. 
The managers of the companies de- 
clined to bring the agents into con- 
sultation upon this basis, and it 
seems to us that by so doing they 
neglected to grasp the only oppor- 
tunity which made an effective reg- 
ulation of expenses in large cities 
possible. 

The companies must, sooner or 
later, decide whether they will meet 
their agents in conference 
business propositions as man to 
man. The policy of the past has 
been to secure and enforce legisla- 
tion vitally affecting the interests of 
agents, without bringing them into 
consultation beforehand, or without 
doing anything to insure their co- 
operation. 

In order to make reform effective 
this policy must give place to one 
of conciliation and _ conference. 
Many company officials and man- 
agers are already convinced that 
this is essentially the proper posi- 
tion totake. Others are not, but we 
feel sure that it is only a question of 
time when the demand for a con- 
ference with agents will be so 


upon 


strong as to break down all further 
opposition. 
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Present Strength of the Western Union. 


We have said that much of the 
opposition on the part of company- 
officials was due to the belief that it 
would be unwise to attempt to 
regulate expenses in large cities 
through the medium of an organi- 
zation acting independently of the 
Western Union. This position is 
undoubtedly inspired by the feeling 
that the good work performed by 
the aggressive policy of the West- 
ern Union during the past three 
years, since separation was first in- 
augurated, might be neutralized by 
such a movement. In fact, by 
some managers it is distinctly an- 
nounced that they decline to coop- 
erate with non-union companies in 
large cities until these companies 
become members of the union and 
cooperate with them in outlying 
districts. 

The feeling is strong upon lead- 
ing Western Union companies that 
the policy of separation is bringing 
its expected fruit, and is proving 
effective as a competitive measure. 
They believe that it has forced non- 
union companies, as a whole, into 
a position where heavy losses and 
increasing expenses are proving 
most troublesome, and they hold 
that the willingness of non-union 
companies to cooperate at this time 
in large cities is prompted largely 
by the law of self-preservation and is 
but the natural result of conditions 
forced upon them by the separation 
platform of the Western Union. 
The fact that the non-union and 
not union companies are seeking for 
cooperation tends to show that the 
situation is bearing more strongly 
upon the former than upon the 
latter. 


























THE LARGE CITIES’ MOVEMENT IN THE WEST. 


Why the Proposed Conference Failed. —- The Need of a New and Stronger Western 
Organization. 


(Written for the JOURNAL OF INSURANCE ECONOMICS.) 


So much has been written and 
said on the subject that it would 
seem that there is scarcely anything 
to be added. There are no compa- 
nies which do not know that the ex- 
pense of conducting business in all 
territory, as well as in the largecities, 
is greatly inexcess of what it should 
be, and a great majority of them are 
known to be heartily in favor of a 
reduction in expense at an early 
date. But as two or three promi- 
nent companies declined to attend 
the conference recently proposed to 
be held at Niagara Falls, the move- 
ment is held in abeyance for the 
present. 

It is hoped by many that these 
companies may see the wisdom of 
changing their views and codpera- 
ting with the great majority. If 
this can be accomplished there is 
no doubt but at least ninety per 
cent of all companies will join in 
an agreement to reduce expense in 
the large cities. There are still a 
few who think nothing substantial 
can be accomplished, except through 
a certain organization to which they 
belong, but when the matter of re- 
form was first taken up it was with 
the distinct understanding that it 
should bear no relation whatever 
to any existing organization. 

Those having most to do with the 
matter know that it is simply im- 
possible to get the sixty-seven or 
more non-association companies, or 
any considerable number of them, 
to unite with any existing organiza- 


tion; but they were strongly of the 
opinion, and are still, that an or- 
ganization could be formed along 
simple lines, not only to regulate 
expense in the large cities, but in 
all territory, if all companies would 
agree to be represented in a con- 
ference where conditions in under- 
writing might be dispassionately 
considered along practical lines, 
with a view to gaining the coopera- 
tion of all reputable companies for 
the best good of all concerned. 

All criticism on the good and bad 
features of the present organization 
has been carefully avoided. There 
are quite a number of company 
managers not members of that or- 
ganization, as well as those who are, 
who are glad to give it credit for 
much good work accomplished, but 
it is not strange that that organiza- 
tion, like many good ones that have 
preceded it, should have outlived its 
usefulness as a reform organization. 

To go into detail as to why this 
is so would lead to much unneces- 
sary argument and contention. It 
is better that all accept the fact that 
the interests of fire underwriting in 
the Northwest can now best be 
served through a new organiza- 
tion, one built broad strong 
enough to make it desirable for any 
company to lend its hearty coopera- 
tion. Whatever is good in the old 
can easily be appropriated by the 
new. It is only a question of time 
when such an organization will be 
formed by the few companies that re- 


and 
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main, and it will be the part of wis- 
dom for all to recognize the impor- 
tance of immediate action, and not 
wait until stockholders say to their 
directors, in substance, and through 
them to the officers and managers 
of the companies, that if they do 
not speedily place the business of 
fire underwriting in the Northwest 
on a respectable and reasonably 
profitable basis they will find those 
to serve them who are willing and 
capable of doing so. This is the 
point toward which many compa- 
nies are drifting. 

What fire underwriting needs 
to-day (and we believe its attain- 
ment possible) is an organization 
to include at least ninety per cent 
of all reputable companies, which 
will fix and maintain reasonable 
rates, limit commissions to agents 
to fifteen per cent, and cultivate 
good-fellowship among all members 


of the fraternity. The time and 
hour is ripe for such action, if a 
few good men will lay aside their 
prejudices and any pet theories they 
may hold, and fall in line with the 
rank and file, that the best interests 
of their own companies, as well as 
of all companies, may be served. 
This is due from them to the stock- 
holders of their companies, and due 
to their loyal agents. Zhe under- 
writer agent is just as anxious for 
reform among the companies as are 
the officers and managers of a ma- 
jority of the companies themselves. 
He is entitled to greater protection 
from the companies which he faith- 
fully serves than he has yet re- 
ceived. The signs of the hour cer- 
tainly are for reform. We hope it 
may not be delayed because of the 
failure on the part of a few compa- 
nies to cooperate until they them- 
selves have nothing left to reform. 


ILLINOIS SUIT AGAINST FIRE-INSURANCE COMPANIES. 


Proceedings Instituted on the Ground of Public Policy.— Analysis of the Companies’ Defence. 


Following the decision of the Su- 
preme Court of the United States, 
handed down on March to, declar- 
ing the antitrust law of Illinois to 
be unconstitutional because it ex- 
empted agricultural products and 
live stock, the fire-insurance com- 
panies doing business in that State 
have been brought face to face with 
a legal complication, the outcome 
of which will be watched with the 


utmost interest. 

On June 6 the attorney-general of 
Illinois brought suit against M. F. 
Zent, a compact manager at East 
St. Louis, I1l., asking for an injunc- 
tion to restrain him from fixing fire- 


insurance rates. One hundred and 
seven companies doing business in 
Illinois are made party to the suit, 
including both union and non-union. 
The charge against them is that of 
illegally combining and conspiring 
together with M. F. Zent to fix 
rates and abolish and suppress com- 
petition. The bill filed by the at- 
torney-general states that the com- 
panies which are party to the suit 
are subject under the agreement 
to a penalty of $1000 in case they 
violate or disregard the rates made. 

There is no anticompact law in 
Illinois, and, as stated, the anti- 
trust law has been declared void. 











Illinois Suit Against Fire-Insurance Companies. 


In seeking an injunction the attor- 
ney-general admits that there is no 
adequate remedy at law, and there- 
fore asks that the case be tried before 
a court of equity; that the compa- 
nies named be summoned to appear 
before the next term of the court, 
pending which a temporary injunc- 
tion issue restraining Zent from fur- 
ther carrying out the purposes of 
the alleged illegal agreement upon 
rates. The attorney-general asks 
the court, on final hearing, to decree 
that the said combination ‘‘ is void, 
is against public policy, and in con- 
travention of the common law of 
this State.’’ 

This is a case in which the ques- 
tion of joint rate making in fire- 
insurance, if it comes to trial, will 
be tested upon its merits. There 
will be no entangling legal ques- 
tions. The suit is brought under 
common law. The charge is that 
the agreement to maintain rates is 
contrary to public policy. Thecom- 
panies are therefore confronted with 
this issue: Is it better or worse for 
the premium payer to restrict com- 
petition on rates ? 

In meeting a problem of this kind 
the case of the companies is strong 
in some respects and weak in others. 
An agreement to cease warring upon 
prices between those who are en- 
gaged in the same line of business 
is a declaration in favor of commer- 
cial peace and prosperity. Where 
such an agreement proceeds upon 
economic lines it is a benefit and 
not a detriment to the consumer. 

Upon the general proposition, 
therefore, the case of the insurance 
companies is sound. In some of its 
details, however, it is weak. The 
rates made by a combination of 
fire-insurance companies should be 


"a 


equitable. Unfortunately, they are 
not in all cases. To this extent 
only is there a flaw in the 
which the companies will have to 
present to the court upon the ques- 
tion of public policy. 

The immediate cause of the pro- 
ceedings is probably the attempt to 
collect par- 
ticularly by means ofa flat advance. 
The flat advance is unscientific and 
inequitable. It 
follow, 


case 


increased rates, more 


is therefore does 
not necessarily 
that because a certain 
action is unscientific it is unjusti- 
fiable,— because fire-insurance can- 
not meet the varying exigencies of 


however, 
course ol 


the business in a scientific way until 
it knows what the scientific way is. 
Therefore, while all 
fire underwriters will admit that a 


progressive 


flat advance is unscientific, they are 
not prepared to say what kind of 
an emergency advance is, in every 
particular, scientific. 

In presenting his case before the 
court the attorney-general of Illinois 
that an 


must demonstrate 


ment upon rates is contrary to pub- 


agree- 


lic policy; first, because it results 
in the collection of a rate which is 
ultra profitable; and second, be- 
cause it results in a wilfully inequi- 
table distribution of the fire tax. 

It would not be possible for the 
attorney-general to demonstrate that 
fire-insurance rates as a whole are 
ultra profitable, and it will be diffi- 
cult for him to show that the com- 
panies wilfully maintaining 
inequitable rates. He will proba- 
bly be able to show that rates of 


are 


this character are maintained, and 
he will probably obtain an admis- 
sion from fire underwriters that such 
inequalities prevail;—but he will 
difficulty in 


have great securing 





236 


from any one of them a statement 
as to precisely the best way in 
which this inequality can be reme- 
died, and on his own account it will 
probably be impossible for him to 
show conclusively how it is to be 
done. 

This, it seems to us, is the pre- 
cise status of the situation in II1i- 
nois, if the suit is to be argued out 
upon the lines laid down by the 
attorney-general in his request for 
aninjunction. Thecase of the com- 
panies, under these circumstances, 
is as strong, if not stronger, than it 
would be in any other industry. 
Its outcome will be watched with 
an interest far deeper than that 
which has ever been manifested in 
any other prosecution of fire-insur- 
ance companies. As we have al- 
ready said, the question is a broad 
one, and is not complicated by legal 
technicalities such as usually exist 
in the case of particular statutes. 

There is said to bea possibility that 
the hostile attitude of the State, which 
insurance interests conceive to be 
dictated by the unfriendly attitude 
of premium payers, may lead to the 
discontinuance of the attempt to 
apply schedule rates to mercantile 
and manufacturing property, thus 
depriving many property owners of 
advantages which may accrue to 
them through reduced ratings where 
schedules of this character are ap- 
plied. In other cases these sched- 
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ules have resulted and will result 
in an increase of rate. The under- 
lying opposition to insurance inter- 
ests back of the present suit is 
thought, on excellent grounds, to 
be in the nature of a threat from 
those property-owners whose rates 
have been, or are likely to be, in- 
creased by the application of a 
schedule. 

In this emergency there is a feel- 
ing among some Western under- 
writers in favor of an appeal to 
public opinion, based upon the fact 
that the schedule differentiates be- 
tween the good and the bad risks, 
and tends to equalize the tax and 
to reduce the hazard of fire loss. 
If this is done, the fire-insurance 
interests will take the position that 
if they are to be prevented by court 
proceedings instituted on behalf of 
disgruntled property-owners from 
collecting an increased rate where 
the schedule calls for it, they must 
in self-defence maintain a higher 
rate on other risks which under the 
application of a schedule might 
obtainconcessions. In other words, 
an equalization of rates, to be effec- 
tive and just, must work both ways, 
and as a matter of self-interest it is 
expedient for those property-owners 
who will benefit by equalization to 
assist the companies in counteract- 
ing the adverse effects of legal 
proceedings. 











COMPETITION 


As a result of proceedings insti- 
tuted by the Attorney-General of 
the United States against the so- 
called ‘‘ beef trust,’’ Judge Gross- 
cup, of the United States Circuit 
Court at Chicago, has issued a tem- 
porary injunction, the terms and 
scope of which are of paramount 
interest to every branch of trade in 
which there is any form of agree- 
ment to regulate competition, and 
to none more than the fire-insur- 
ance industry. The nature of the 
restraint imposed in the temporary 
injunction issued is shown from the 
following citation : — 

‘‘From entering into, taking part in, or 
performing any contract, combination, or 
conspiracy, the purpose or effect of which 
will be, as to trade and commerce in fresh 
meats, a restraint of trade or commerce 
among the several States, Territories, and 
the District of Columbia, either by direct- 
ing or requiring their respective agents 
from refraining to bid against each other 
in the purchase of live stock; or collu- 
sively, and by agreement, refraining from 
bidding against each other at such sales or 
by arbitrarily raising or lowering prices; 
or fixing uniform prices at which said 
meats will be sold, either directly or 
through their respective agents; or by 
curtailing the quantity of such meats 
shipped to such markets and agents; or 
by imposing penalties for deviations from 
prices; or by establishing and maintain- 
ing uniform rules for the giving of credit 
to dealers in such matters; or by imposing 
uniform charges for cartage and delivery 
of such meats to dealers and consumers ; 
or by any other method or device, the pur- 
pose and effect of which is to restrain 
trade and commerce, as aforesaid.’’ 


This injunction is issued under 
the Sherman Antitrust Law. The 
interpretation thus placed upon this 
law is probably correct, and is so 
broad and comprehensive (exclu- 


AND THE SHERMAN 


ANTITRUST LAW. 


ding as it does every form of agree- 
ment in regard to competition), that 
it can, we think, have but one re- 
sult, namely, the breaking down of 
antitrust legislation. 

The Sherman Antitrust Law, as 
thus interpreted, is against economic 
progress. It isa blow at practically 
every industry in the United States. 
It strikes with equal force at agri- 
cultural, manufacturing, and finan- 
cial interests. If successfully ap- 
plied, as interpreted by the court, 
it would break up every labor union 
in the country, as well as every 
combination of capital. No agree- 
ment of any kind, or organization 
of any kind, designed to secure uni- 
formity in the price of commodities, 
wages, mileage, or any adjunct of 
commerce, can be permitted under 
such a law. 

Since its enactment, the Sherman 
Antitrust Law has practically been 
a dead letter. Its recent enforcement 
is due to an aroused public opinion 
against a particular industry. The 
result shows the law to be one which 
it will be impossible to enforce im- 
partially, and which, therefore, can- 
not be maintained on the statute 
books without inviting grave and 
far-reaching results. 

The interest of insurance com- 
panies and their agents in this in- 
junction is not immediate, because 
that business has not yet been rec- 
ognized by Congress or the Supreme 
Court of the United States as an 
adjunct of commerce. Insurance, 
therefore, is about the only industry 
which, underexisting circumstances, 
would be exempt from the applica- 
tion of the Sherman Antitrust Law 
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as interpreted by Judge Grosscup. 
It will be possible for Congress, 
adopting the expedient followed in 
many States, to amend the Sherman 
law to include insurance, but such 
a recognition would take the busi- 
ness away from the control of State 
authorities and place it inthe hands 
of the National Government so far 
as interstate transactions are con- 
cerned. 

The important point, however, is 
that Congress is likely in the future 
to assume jurisdiction over inter- 
state insurance transactions, thus 
recognizing it as an adjunct of com- 


merce. In this event the Sherman 
Antitrust Law, and any interpreta- 
tion put thereon by the court, would 
become of paramount interest to 
fire underwriters. Insurance inter- 
ests therefore will not encourage 
National supervision until the Sher- 
man Antitrust Law, with its threat- 
ening possibilities, is repealed ; for 
that law as interpreted by the United 
States Court would then prevent 
companies from entering into any 
form of cooperation, and also inter- 
fere in equal measure with any at- 
tempt at cooperation on the part of 
agents to protect their own interests. 


THE TROY CREDIT PLAN DECLARED ILLEGAL. 


The attention of local agents and 
company-managers throughout the 
country has been attracted by the 
ruling of the attorney-general of 
New York, declaring the Troy 
credit plan, for insuring the prompt 
collection of premiums, to be illegal 
and contrary to the law providing 
for a standard fire-insurance policy. 

The Troy plan is universally ad- 
mitted to be the most effective sys- 
tem yet devised for securing the 
prompt payment of premiums. It 
involves the stamping of this clause 
upon the face of every policy issued: 

‘‘This policy, or renewal therof, shall 
become void on the twentieth day of the 
month following the date of its issue un- 
less the premium or consideration named 
herein shall have been actually paid to 
the authorized agent of this company at or 
before twelve o’clock noon of said twenti- 
eth day, and this notice is accepted as suf- 
ficient to comply with cancelation notice 
required by lines Nos. 51-55 (inclusive) of 
the printed conditions of this policy.’’ 


The attention of the Insurance 
Superintendent of New York was 


called to this clause by a fire-insur- 
ance broker in New York City. 
The superintendent in turn sub- 
mitted the matter to the attorney- 
general, who decided that it was 
illegal to stamp this condition upon 
the face of the standard fire-insur- 
ance policy. He holds that the 
law forbids the use and the issuing 
of a fire-insurance policy differing 
in any respect from the standard 
policy, and that ‘‘ no other or differ- 
ent provision, agreement, condition, 
or clause shall be in any manner 
made a part of such contract or pol- 
icy, or endorsed thereon, or deliv- 
ered therewith.” 

The attorney-general states that 
the Troy clause changes the con- 
ditions of the contract and is, there- 
fore, unlawful. He makes this im- 
portant statement in respect to the 
matter :— 

‘‘The average person effecting insurance 
ought not to be charged with the duty of 


scrutinizing the policy for the purpose of 
discovering whether it contains some in- 
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dorsement or condition going beyond or 
outside of the Standard Policy, and it is 
plain to be seen that a failure so to do, 
coupled with slight neglect for a short 
period, in the event of a loss, might render 
the assured entirely unable to secure relief 
under the policy, while, upon the other 
hand, if the company were held to a rigid 
necessity of serving five days’ notice, in 
all instances where it desired to cancel 
the insurance, such cancelation and con- 
sequent invalidity of the policy would be 
brought to the express notice of the 
assured.”’ 


This decision proved a body blow 
to a plan for securing the prompt 
payment of premiums which under- 
writing interests have sought to in- 
troduce in other sections, and a 
clause of somewhat different nature, 
designed to accomplish the same 
results, has been submitted to the 
attorney-general for consideration. 
The clause is as follows : — 
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‘*To the insured: You are hereby noti- 
fied that unless the premium upon this pol- 
icy is paid at or before twelve o’clock noon 
of the fifteenth day of the month next fol- 
lowing the date of issue, the company will 
exercise its right of cancelation as pro- 
vided in said policy.’’ 

The attorney-general, after ex- 
amining this clause, states that it 
can be stamped upon the face of the 
standard fire-insurance policy with- 
out violating the conditions of the 
law; that it is substantially differ- 
ent in its nature from the clause 
upon which he originally passed, 
because it does not deprive the as- 
sured of the protection afforded by 
the five days’ notice of intention to 
cancel. 

Whether or not the 
clause proves as effective as the 
original remains to be shown by 
experience. 


modified 





KENTUCKY’S NEW RESIDENT AGENTS’ LAW. 


In no State of the Union have the 
local agents made such strenuous 
efforts to protect themselves against 
overhead writing by companies as 
in Kentucky, and in none have the 
companies, brokers, and property- 
owners interested in maintaining 
overhead writing so persistently 
opposed the adoption of protective 
State legislation. The Kentucky 
association of local agents was 
formed primarily for the purpose of 
securing the passage of a resident 
agents’ law, or, more strictly speak- 
ing, the association was the out- 
growth of the opposition which the 
agents met in securing the passage 
of sucha law. After several years 
of continuous labor the association 
has succeeded in securing such a 
protective law. 


of the 
a general 
introduced and 


During the last session 
Kentucky 


revenue 


Legislature, 
bill was 
passed, containing a provision re- 
garding the taxation of insurance 
companies intended to cover the 
general resident 
agents’ law. 
pared by the auditor of the State, 
but various suggestions were ad- 
vanced by the State association of 


agents. 


purposes of a 
This section was pre- 


The measure as passed is unique 
in the history of resident agency 
laws. It provides that every out- 
side fire-insurance company shall, 
within thirty days after July 1 of 
each year, make a return to the 
State auditor, oath, of all 
premiums received by local resident 


agents, giving the amount received 


under 
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by each agency and the total losses 
paid thereon. It shall pay into the 
treasury a tax of $2 upon each $100 
of premiums so received. 

Such companies are also required 
to make a similar statement covering 
premiums received upon property 
located in the State where policies 
are written either at the home of- 
fices, branch offices, by brokers or 
by non-resident agents, or by re- 
insurance of companies not author- 
ized to do business in Kentucky, 
and to make a statement in detail 
of the losses paid upon such pol- 
icies. Upon the premiums thus re- 
turned the companies are required 
to pay a similar tax of $2 upon each 
$100 of premiums. If this tax is 
not paid within thirty days, an ad- 
ditional penalty of $5 per hundred 
attaches. 

These returns of business, writ- 
ten by other than licensed local 
agents, must show each _ policy 
written, its number, the name of 
the insuree, the date of expiration, 
the amount, rate, and premium, and 
the kind and location of the prop- 
erty insured. The penalty for a 
violation of this law is a fine of 
$1000 for each offense. 

It is a noteworthy fact that the 
bill originally drafted provided that 
upon the business written through 
other than local agents, the tax 
should be at the rate of $10 per 
hundred ; but the bill, as passed, — 
and which finally became a law 
without the signature of the gov- 


ernor,—affords agents no _ protec- 
tion by means of a discriminating 
tax. They must rely for protection 
solely upon the fact that the law 
requires the companies to report 
their overhead writing operations 
in great detail, under heavy pen- 
alty. This publicity, it is believed, 
will tend to check overhead writing, 
and enable the State Association to 
more effectually enforce its agree- 
ments in regard to the matter.* 

The new law also affords consid- 
erable protection to stock companies 
against the competition of unau- 
thorized mutuals and individual 
underwriter associations by impo- 
sing a similar tax of $2 per hundred 
upon business written by such or- 
ganizations, and makes each resi- 
dent member thereof liable to the 
State for the payment of the tax 
and for the penalty imposed under 
the law. The local agents believe 
that the effect of this provision will 
be to regain to the stock companies 
a large number of choice risks 
throughout the State. 

The passage of this law in this 
form is an important event in the 
history of the agency struggle 
against overhead writing. 


*Since the law was passed the Kentucky Asso- 
ciation of Local Fire Insurance Agents has ap- 
pointed a special committee of three to be 
known as the “‘ Committee on Overhead Writing.”’ 
This committee is directed to utilize the new 
state law and to see that itis enforced. It is in- 
structed to issue a circular to companies, calling 
their attention to the new law, and informing 
them that the Association will closely scrutinize 
the overhead business reported to the Auditor 
and will discriminate against companies doing 
overhead writing. 











NEW GOVERNMENT SUPERVISOR AT WASHINGTON. 





For the first time in the history of 
insurance a duly authorized super- 
visor of underwriting interests has 
been established in the City of 
Washington. The new department 
has control only of insurance matters 
relating to the District of Columbia, 
but coincident with its establish- 
ment there is a movement on foot to 
create in Washington a Department 
of Commerce, with a National Sec- 
retary, in connection with which it 
is expected there will be a super- 
vision of insurance interests doing 
an interstate business. 

Under these circumstances it is 
interesting to note that the first 
supervisor of insurance, appointed 
in Washington by Federal authori- 
ties, is a practical underwriter who 
has had an extended experience in 
the business of insurance, a part of 
which has been spent in one of the 
great state insurance departments. 

Mr. Thomas E. Drake, the new 
superintendent, is fifty years of age. 
He was born in Ohio, and at the 
age of nineteen entered the services 
of the Union Central Life-Insurance 
Company of Cincinnati. From a 
clerk in that office he arose to be 
a cashier and bookkeeper, and sub- 
sequently a correspondent and gen- 
eral agent. He afterwards entered 
the office of the general agent of the 
Charter Oak Life-Insurance Com- 
pany at Cincinnati. He was ad- 
mitted to partnership in this agency, 
and in time became sole general 
manager of the company for Ohio, 
Indiana, Kentucky, and West Vir- 
ginia. He retained this connection 
until 1883, when he resigned to 


enter the manufacturing business 
in Chicago. 

In a few years he reéntered the 
business of life-insurance and be- 
came assistant manager of the Prov- 
ident Savings Life at the Chicago 
department. He then occupied the 
same posilion with the Ajtna Life- 





THOMAS E. DRAKE. 


Insurance Company at St. Paul, 
and in 1895 was appointed manager 
of the New England Mutual Life 
Insurance Company, for the impor- 
tant district of Northern and Cen- 
tral Illinois, with headquarters in 
Cleveland. In he took the 
position of superintendent of agen- 
cies in the John Hancock Life for 
Ohio and West Virginia. He sub- 
sequently became general field agent 
for the company in that section of 
the country. In 1g00 he resigned 
this position to become Deputy State 


1597 





Ye] F Chak Re ae oe a 





242 Monthly Journal of Insurance Economics. 


Superintendent of Insurance of Ohio. 
This position he occupied until he 
received his appointment as Super- 
intendent of Insurance for the Dis- 
trict of Columbia. 

No government official appointed 
to supervise the interests of insur- 
ance has ever had such an extended 
practical experience in the business 
which he was called upon to over- 
see. Mr. Drake has shown great 
aptitude in mastering insurance as a 
science. He isthoroughly grounded 
in the principles of the business, 
appears to be possessed of strong 
convictions upon these questions, 
with a faculty for carrying out these 
convictions with force and prompt- 
ness. His acts as Superintendent 
of Insurance have already attracted 
widespread attention, particularly 
on account of his attitude towards 


THE PRELIMINARY 


The decision of the Massachusetts 
Supreme Court, supporting the posi- 
tion taken by Commissioner Cutting 
in regard to preliminary term valu- 
ation, the ruling of Superintendent 
Drake of the District of Columbia 
against this valuation, and the 
movement inaugurated by the Ver- 
mont commissioners for the passage 
of a net valuation law in that State, 
have deeply stirred the companies 
which have pursued this practice, 
and has rendered them extremely 
apprehensive in regard tothe future. 
The drift of comment in the insur- 
ance press upon this question shows 
that the temporary glow of security 
engendered bythe Vermont Supreme 
Court’s decision has passed. 

So far as the State of Massachu- 
setts is concerned, the contest is 
closed. The Supreme Court has 
not only declared that the commis- 
sioner is the only authority vested 
under the law with the power to 
determine the classification of poli- 
cies for the purpose of valuation, 
but in its decision has so clearly 
indicated its own attitude in regard 
to preliminary term valuation as to 


preliminary term companies, and 
also because of his efforts to sup- 
press underground fire-insurance. 
The positive stand which he has 
taken upon these questions has al- 
ready subjected him to attack and 
criticism, which, however, he ap- 
pears rather to welcome than dis- 
courage. 

These facts are presented as indi- 
cating the character of the super- 
vision which is likely to occur under 
Federal authority, either in its pres- 
ent limited scope or in the larger 
scope which may materialize under 
the Department of Commerce. It 
seems to show that the disposition at 
Washington among Federal authori- 
ties is to select for this important 
work men who are qualified by prac- 
tical experience to supervise the im- 
portant interests of insurance. 


TERM SITUATION. 


discourage all further appeal to 
that Court. In fact, the president 
of the company interested is re- 
ported to have announced his inten- 
tion to abandon the preliminary term 
contention in Massachusetts. 

In the District of Columbia strong 
pressure has been brought to bear 
upon Superintendent Drake to se- 
cure a modification of his ruling, 
and so positive were the preliminary 
term companies that they could 
bring about such a change, that a 
report was promulgated to the effect 
that Mr. Drake had modified his 
ruling. In a statement made over 
his own signature, however, Super- 
intendent Drake says that his orig- 
inal ruling has not and will not be 
modified in any respect. 

In Vermont the preliminary term 
companies propose to defeat the 
adoption of a net valuation law by 
bringing pressure to bear upon the 
National Life Insurance Company 
to throw its influence against the 
measure. ‘The history of the case 
in Vermont, however, affords assur- 
ance that this attempt will not pre- 
vail. . 











MORTALITY GAINS IN LIFE-INSURANCE. 


A Substantial Source of Profit to the Companies. — The Ceneral Trend of Experience. 


We are publishing an interesting 
tabulation this month showing the 
mortality experience of the leading 
American life-jnsurance companies, 
as it relates to the amount of insur- 
ance in force. This table is pre- 
sented, not for the purpose of 
making comparisons between the 
different companies,— which would 
be impossible and unfair without a 
full knowledge of collateral con- 
ditions,— but merely in order to 
show the trend of mortality expe- 
rience in the case of each company, 
as well as of the companies as a 
whole. 

The gains on account of mortality 
experience now constitute a chief 
source of profit in life-insurance. 
The companies probably average a 
profit of from ten to twenty per cent 
on the actual sum collected from 
policy-holders to pay death losses, 
and in a few individual cases the 
results are much better. This is 
the percentage of gain as it applies 
to the entire body of business, 
including new and old, but in the 
case of new business the 
are very much larger, especially 
during the first year, and also the 
second year. Indeed, the experi- 
ence on new business continues to 
be quite favorable up to the fifth 
and sometimes the sixth and seventh 
year. On business which has been 
maintained on the books of the 
company beyond this period the 
percentage of gain is as a rule 
smaller. 

For this reasoh a company which 
is placing a large percentage of new 


gains 


business on its books will show an 
extremely favorable mortality ex- 
perience as compared with com- 
panies which are not. In an exam- 
ination of the table which we 
publish it will be noted that com- 
panies showing an unusually favor- 
able rate of death claims incurred 
to mean amount at risk, are, asa 
rule, putting on their books a large 
percentage of new business. This 
is not invariably true, and there are 
one or two striking instances of low 
mortality where the ratio of new 
business placed to old is not very 
high. 

To illustrate the point it may be 
stated that the rate of death losses 
to amount at risk in the case of the 
Connecticut Mutual Life is noticea- 
bly higher than that of any other 
company. In rgor it was $25.89, 
which is more than dollars 
higher than that of any other com- 
pany inthe list. Its average for ten 
years is nearly six dollars higher 


six 


than any other company. It is, 
however, a well-known fact that the 
Connecticut Mutual does a very 


small percentage of new business. 
In rgo1 the rate of new business 
written to $1000 of old business in 
force was $62, whereas the average 
for all companies was $170. 

It will thus be seen that the death 
losses of the Connecticut Mutual 
are largely incurred upon business 
which has been a long time in force, 
and on which the mortality, by the 
nature of the case, is relatively 
higher, and that there is very little 
relative gain to’ the company on ac- 
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count of favorable mortality on new 
business. 

When, however, we come to com- 
pare the actual to the expected mor- 
tality in the case of the Connecticut 
Mutual, it will be found that this 
company shows a favorable ratio as 
compared with other companies. 

This explanation is due to a com- 
pany whose mortality experience, 
as shown in the table, might other- 
wise be misinterpreted. Its rate is 
high because it does little new busi- 
ness, but its actual profits from mor- 
tality appear to compare very favor- 
ably with those of other companies. 

There are some notable cases of 
favorable mortality in the table 
worthy of designation, because they 
show not only a low rate as com- 
pared with death claims to amount 
at risk, but also a ratio of actual to 
expected mortality which is far be- 
low the average. These companies 
are the Connecticut General, the 
National, the Northwestern, the 
Provident Life and Trust, the State 
Mutual, and the Union Central. 
These companies all show large 
gains from mortality. 

There are many interesting de- 
ductions which might be made from 
an analysis of the mortality ex- 
perience of individual companies, 


but, as stated, the matter is pre- 
sented in this connection for the 
purpose of showing the general 
trend in the last ten years. Mor- 
tality gain is to-day a great surplus 
and dividend producer in life-insur- 
ance. In 1go1 the companies in- 
cluded in the list presented gained 
nearly $15,000,000 on account of 
mortality. The same companies 
gained on account of expense only 
about $2,000,000; but on account of 
interest the gain was practically the 
same as in mortality. 

No one can say with certainty 
whether the gains from mortality in 
the future will be larger than those 
in the past, or smaller. There are 
factors which point in both direc- 
tions. The duration of human life 
and the standard of medical selec- 
tion of the companies is undoubt- 
edly higher, and it is probable that 
the tendency on the part of the 
physical hazard of life-insurance 
risks is to diminish. On the other 
hand the elimination of restrictions 
in the policy contract admittedly 
points to an increase of the moral 
hazard. How far this will neutral- 
ize the benefit of higher medical 
selection in the future cannot be 
predicted- 
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THE REINCORPORATED MUTUAL RESERVE LIFE- 
INSURANCE COMPANY. 





The Statements Made by the Journal of Insurance Economics Cause a Stir. —The Company 
Issues a Defensive Article. 





In the last number of the Jour- 
NAL OF INSURANCE ECONOMICS we 
published a searching analysis of 
the claims for public confidence ad- 
vanced by the Miitual Reserve Life 
Insurance Company of New York 
in its reincorporated form. 

We showed that it fraudulently 
claimed to be an old-line life-insur- 
ance company, when as a matter of 
fact it was reincorporated under a 
section of the New York law passed 
for its express benefit, under which 
it obtained special privileges in the 
valuation of all its policies in force 
at the time of the examination, re- 
quiring ywpon them only a term 
reserve at attained age; that the 
reserve actually maintained upon 
that business was 1.33 per cent of 
its insurance in force, as compared 
with an average of 20 per cent in 
the case of old-line, level-premium 
companies ; that if its whole-life, 
endowment, and limited-payment 
policies were valued on the old- 
line basis the company would be 
hopelessly insolvent; that during 
the past five years the company’s 
insurance in force had dropped from 


$325,000,000, to $155,000,000, not- 
withstanding that its new insurance 
reported as having been written 
during these five years, equaled the 
large sum of $197,000,000; that 
during these five years the funds 
of the company had dropped from 
$4,021,000 to $2,700,000, and that 
a balance of its receipts and dis- 
bursements during that period, as 
shown in the company’s sworn re- 
ports, revealed a deficit of $2,163,- 
ooo, which must be accounted for 
either by depreciation or by plunder, 
or both; that its policy of manage- 
ment in denying to the beneficiaries 
under its policies the full protec- 
tion to which they were entitled, by 
cutting down claims, was morally 
and legally dishonest; and, finally, 
that the present financial condition 
and the past record of the company 
did not warrant the insurance press 
in commending it to public con- 
fidence. 

In support of the truth of each 
and all of these statements we de- 
sire to reprint the following circu- 
lar, publicly distributed by the 
management of-the company : — 


THE REMARKABLE DOCUMENT PUBLISHED BY THE COMPANY. 


The editor of the MONTHLY JOURNAL OF 
INSURANCE Economics, of Boston, con- 
victed of lying in reference to the form of 
policy issued by the Mutual Reserve in the 
State of Massachusetts, instead of acknowl- 
edging his falsehoods and endeavoring to 
amend his ways, proceeds upon the prin- 
ciple that by piling falsehood upon false- 
hood he can induce somebody to believe 
him. 


His last paroxysm of lies is so absurd as, 
perhaps, not to merit attention. To notice 
them all, it would be necessary to quote 
his entire article. The following are only 
a few of the falsehoods that appear in two 
pages of printed matter :— 

1 ‘The reincorporated Mutual Reserve 
is not in any sense an old-line company.”’ 

This is a falsehood, and in proof of its 
utter mendacity it is only necessary to 











The Reincorporated Mutual Reserve Life-Insurance Company. 


quote the following certificate of the 
Superintendent of Insurance of the State 
of New York: 


STATE OF NEW YORK. 
INSURANCE DEPARTMENT. 
ALBANY, April 17, 1902. 


I, Francis Hendricks, Superintendent of 
Insurance, do hereby certify, that the Mu- 
tual Reserve Fund Life Association, now 
Mutual Reserve Life-Insurance Company, 
of the City of New York, has complied 
with all the requirements of law to be 
observed by such corporation on reincor- 
poration, and that it is authorized to trans- 
act the business of Life-Insurance as spec- 
ified in the First Sub-Division of Section 
Seventy of Article II of the Insurance 
Law within this State, and that such busi- 
ness can properly be entrusted to it. 

In Witness Whereof, (have here- 
unto subscribed my name, and 
caused my Official Seal to be 
affixed in duplicate, at the city 
of Albany, on the day and year 
first above written. 

FRANCIS HENDRICKS, 

Superintendent of Insurance. 


[x..\s] 


2. ‘‘The company * * * does not and 
cannot in its reincorporated form maintain 
the full reserve which level premium com- 
panies put up for the protection of their 
policy-holders.’’ 

This isa lie. The company does main- 
tain the same reserve on each form of 
policy that the New York law requires of 
any and of every old-line company. 

3. ‘‘It is * * * reincorporated under a 
section of the New York Insurance Law 
passed for the express purpose of enabling 
it to escape the usual reserve requirements 
imposed upon old-line level premium com- 
panies.”’ 

This isa lie. It is reincorporated under 
a section of the New York Insurance Law 
that applies generally to all companies 
seeking reincorporation, and which pro- 
vides that such a company shall maintain 
a reserve such as would be imposed upon 
old-line level premium companies upon 
policies which but for this provision would 
not carry any reserve liability whatever. 

4. ‘‘ This law gives the Mutual Reserve 
important special privileges in the matter 
of reserve liability not extended to old-line 
companies.”’ 
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This is a lie, made out of whole cloth, 
and having not a scintilla of truth in it. 

5. ‘‘On its entire business now in force, 
this law requires only a term reserve at the 
attained age.”’ 

This is a lie. The law requires on whole 
life policies the whole life reserve; on 
limited payment policies the limited pay- 
ment reserve; on endowment policies the 
endowment reserve, and these reserves were 
charged in its liabilities exactly the same 
as they would have been charged in the 
liabilities of any other old-line or legal 
reserve company. 

6. ‘‘ The examination shows that under 
this law the company would be required 
to maintain a reserve of $2,000,000.”’ 

This is a lie manufactured out of whole 
cloth. The certificate of the New York 
Insurance Department certifies the reserve 
to be $4,057,135, more than double the 
figures stated in the above quotation. 

7. ‘If the Mutual Reserve were to esti- 
mate its liability on the basis of old-line 
level premium companies, it would be in- 
solvent.” 

This is a lie. The reserve liability of 
the Mutual Reserve is computed on exactly 
the same basis that, under similar policies, 
the reserve of any old-line level premium 
company would be computed, excepting 
that under the special provisions of the 
law it is charged with a reserve on certain 
policies which under the general provisions 
of the law would not have a_ reserve 
liability. 

8. ‘‘During that period of five years * * * 
somewhere in the accounts of the associa- 
tion the large sum of $2,163,000 disappeared. 
What actually became of it no one can tell.”’ 

This is a lie pure and simple, based on a 
distortion of the figures of the report of 
the company to the New York Department 
and upon a wilful falsifying of those 
figures. 

In order to reach this result, the editor 
of the JouRNAL OF ECONOMICS says that 
the sworn report of the officers of the com- 
pany during the five years showed dis- 
bursements to the amount of $28,600,022. 
The sworn reports during those five years 
showed disbursements to the amount of 
$30,022,077.50. The editor has wilfully, 
maliciously, and with purpose to deceive 
his readers, altered these figures to the 
amount of $1,422,055.50. 
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The sworn reports also show that, in ac- 
cordance with the amended blanks of the 
insurance department, there have been 
eliminated from the assets as reported at 
the close of 1896 the then admitted, but 
now non-admitted, items of agents’ bal- 
ances, furniture, etc., to the amount of 
$740,908.56. The aggregate of thisamount, 
every dollar of which is reported to the 
New York Insurance Department, and of 
the more than $1,400,000 that the editor has 
wilfully deducted from the sworn item- 
ized disbursements of the company is 
$2, 162,958.94. 

This juggling of figures and wilful alter- 
ation of figures show not only the methods 
of the editor in question, but his mendacity 


FURTHER COMMENT UPON 


If the serious conditions set forth 
in this magazine were false the com- 
pany would not, as it says it will, 
dismiss the facts ‘‘from further con- 
sideration or attention at its hands.”’ 

In rgo1 the management of the 
Mutual Reserve, through its politi- 
cal affiliations, secured the insertion 
of the following section in the New 
York Law, covering companies 
which reincorporated under the 
general insurance statute : — 


‘‘“This section shall apply to insurance 
corporations organized under or subject to 
Article 6 of the Insurance Law, as well as 
to insurance corporations organized under 
special charters, or Articles 2 and Io of the 
Insurance Law; all contracts, policies, and 
certificates issued by such corporations prior 
to accepting the provisions of this chapter 
shall be valued as one-year term insurance 
at the ages attained, excepting when such 
contracts, policies, or certificates shall pro- 
vide for a limited number of specified 
premiums, or for specified surrender val- 
ues, in which case they shall be valued as 
provided in Article 2, Section 84, of the 
Insurance Law.’’ 


When the company reincorpo- 
rated all of its business was upon 
the assessment basis. Every policy 
in force contained a safety clause, 


and his animus, and the fact that he will 
not hesitate to stoop te any means to carry 
out his malice against a company or an 
individual. 

g. ‘‘It has subverted the prime aim of 
insurance and denied the beneficiaries the 
full protection to which they were entitled.”’ 

This is a lie pure and simple. The com- 
pany has on every death claim paid the 
full amount that, under the terms of the 
contract, was due. 

With this exposition of the methods 
adopted by, and the malice and falsehood 
of, the editor of the MONTHLY JOURNAL 
OF INSURANCE Economics, the Mutual 
Reserve dismisses him from further consid- 
eration or attention at its hands. 


THE FACTS: BY THE EDITOR. 


permitting it to call for more pre- 
miums from its policy-holders. 
Therefore, when the New York 
Department examined the company 
for the purpose of deciding whether 
it could qualify for reincorporation 
it was obliged, under the law, to 
apply the term reserve at attained 
age to all of its contracts. If the 
company had at the time of the 
examination any fixed premium 
whole-life, limited-payment, or en- 
dowment policies in force, carry- 
ing the full reserve on the American 
or Actuary’s 4 or 34 per cent table, 
we shall be glad to publish the 
entire list with the full valuation 
thereon. There is no regular old- 
line, level-premium company doing 
business in New York which does 
not report and maintain the full re- 
serve from the start on policies of 
this description. The Insurance 
Superintendent of New York does 
not, and cannot truthfully, certify 
that the Mutual Reserve has put 
up the full reserve required of old- 
line, level-premium companies on 
its policies in force at the time of 
the examination. 
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Reserves of the Company. 


As stated in the May number of 
this magazine the New York In- 
surance Department, under the sec- 
tion of the law passed for the 
especial benefit of the Mutual Re- 
serve, charges the company with a 
cash reserve liability of $2,000,000. 
The company in its statement is- 
sued claims that the reserve charged 
is actually $4,000,000. The addi- 
tional $2,000,000, however, is purely 
a fictitious bookkeeping reserve 
created by policy liens and charged 
in liabilities solely for the purpose 
of offsetting a similar credit in 
assets on account of these liens. 
The actual cash reserve, as stated, 
is $2,000,000, and is the only reserve 
which can be taken account of in 
determining the percentage of pro- 
tection afforded to the amount of 
insurance in force. ‘To illustrate: 
If there is a lien of $200 credited in 
assets against a policy of $1000 there 
is no protection to the $1000 of in- 
surance afforded by offsetting that 
lien by a reserve charge of $200, 
because when a claim comes due 
under the contract the actual sum 
paid will be $800, and not $1000. 
The lien and the reserve which it 
represents do not help to secure 
the payment of the face of the pol- 
icy. Quite the contrary; they insure 
the reduction of the face by $200. 
The reserve, which the Department 
says that the company had to secure 
its insurance in force on the date of 
the examination, is $2,000,000 and 
not $4,000,000. 


> 


The Deficit in Funds. 


The statement made by the Jour- 
NAL OF INSURANCE ECONOMICS that 
$2,163,000 had disappeared from the 
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accounts of the company in the past 
five years seems to have touched its 
management very deeply. We said 
that the disappearance of this sum 
was due either to depreciation or 
plundering, and that in either event 
it was an indictment against the 
management. ‘To demonstrate the 
correctness of our figures we will 
publish a statement of the accounts, 
the cash receipts and expenditures 
of the company for five years : — 























LEDGER ASSETS, DECEMBER 31, 1896... $4,021,140 
Cash Income, 1%97............ $6,051,309 
sic = T8QS. cs cceresees 6,134,327 
TEQQ. cccccccesce 5,192,030 
Ee eee 5»333,969 
er eee 6,700,222 29,441,857 
33,462,997 
Cash paid to members, 1897.. 4,162,603 
sa ns aa 1898.. 4,051,712 
I899-- 3,951,649 
1900.. 3,451,908 
IQOI.. 4,941,174 20,559,046 
12,903,951 
Cash paid for expenses of 
management, ISQ7......++-- 1,500,479 
Cash paid for expenses of 
management, 1898.......... 1,791,344 
Cash paid for expenses of 
management, I[899.......... 1,367,369 
Cash paid for expenses of 
management, I1900.......... 1,306,909 
Cash paid for expenses of 
management, IQOI.......... 1,774:375 8,040,976 
Balance December 31, Igo1.. 4,862,975 
LEDGER ASSETS ACTUALLY REPORTED 
DOCEMBRE Sf, 1908. 60ccccccesesvencese 2,700,018 
eg ) Peer eee eer erty ert ree Terre ere 2,162,957 


In explaining this deficit the com- 
pany says that $740,000 is due to 
the marking off of agents’ balances, 
furniture, etc. This statement cov- 
ers our assumption that a part of 
the deficit might be due to deprecia- 
tion. Of the balance, $1,422,000, 
the company says that this was a 
regular disbursment not included 
in our account. There certainly is 
nothing in the accounts of the com- 
pany to show what this sum was 
spent for. A life-insurance company 
can legitimately disburse money 
only in payments to policy-holders 
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and expenses of management. The 
company does not claim to have 
spent it for either of these purposes. 
No one knows what it was spent 
for and, as we said, it might have 
been plundered. The sum named 
is included in the company’s outgo 
for the purpose of balancing ac- 
counts as follows : — 


$532,382 
436,709 
318,430 
134,529 


$1,422,050 


. 
How Claims are Paid. 


In regard to the payment of 
claims, the company’s policy is too 
well known, too notorious, to per- 
mit deception as to the facts by say- 
ing that it pays the full amount 
‘‘under the terms of the contract.’’ 
The essential fact is that it does not 
pay the full face of the contract, 
except in instances where the threat 
of prosecution is so insistent as 
to make it better for the manage- 
ment to pay than to allow the 
‘‘terms of the contract’’ to be in- 
terpreted by the courts. As we 
have said, the company has im- 
morally and illegally deprived the 
beneficiaries of the full protection 
to which they were entitled, by cut- 
ting down the face of the policies 
instead of collecting the cost from 
living members. 

The primary aim of life-insurance 
is to afford protection to beneficia- 
ries ; not to perpetuate the manage- 
ment of a company nor to cheapen 
the cost to the premium-payers. It 
is, moreover, significant and im- 
portant to note that there is nothing 
in the present reincorporated com- 
pany to prevent it from continuing 
its practice of cutting down claims 
upon its insurance in force at the 
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time of the examination, or upon 
any other insurance which it may 
put in force upon which it does not 
maintain the full reserve from the 
start. In other words, the policy 
of the management in the future as 
in the past may be to deduct from 
the face of the claim the amount of 
the reserve which should have been 
accumulated, and instead of doing 
this as they have on their own re- 
sponsibility, they may claim it can 
be done in the future under the 
sanction of the law, the passage of 
which was secured by the political 


influences exercised by the company. 
¥ 
The Valuation of Real Estate. 

In a subsequent number we shall 
discuss the assets of the Mutual 
Reserve, especially as they relate to 
real estate. The whole of the com- 
pany’s surplus, as shown by the re- 
cent examination of the New York 
Insurance Department, is_ repre- 
sented in an item concerning the 
value of which there is grave ques- 
tion. The sum of $526,000 included 
in the company’s assets constitutes 
the claimed value of the equity in 
the lease of its home office building. 
The Massachusetts Department has 
already cut down this item nearly 
$300,c00 merely upon the basis of 
the company’s own revised show- 
ing as to its probable profits on this 
lease. There is a question, how- 
ever, whether it has any value 
whatever. It is believed by those 
competent to judge that the com- 
pany has taken this lease upon 
terms which will yield little or no 
profit. 

A company which has more than 
its entire surplus represented in 
assets of such doubtful value is not 
upon a strong financial basis. The 
valuation of this item as made by the 
Massachusetts Department would 
cut down the company’s surplus, 
under the New York insurance law, 
to $172,000. 








The Liverpool and 
London and Globe 
Insurance Company 


OF LIVERPOOL, ENGLAND. 


A STOCK COMPANY. 
Established 1836. Entered United States 1848, 


45 WILLIAM STREET, 
NEW YORK CITY. 


STATEMENT UNITED STATES BRANCH, 
JANUARY 1, 1902. 


. $10,316,391 
5,716,274 
* 4,600,117 


Assets 
Liabilities . 


Surplus 


HENRY W. EATON, Resident Manager. 
GEORGE W. HOYT, Deputy Manager. 
JOHN J. MARTIN, Agency Superintendent. 


ANNOUNCEMENT 


The 1902 Edition of 


BROWN’S 
Complete Digest of Interest, 
Surplus Earnings and Expenses 
in Life-Insurancé® 
REVISED, IMPROVED, EXTENDED, 


will be published on or about July 15. 
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Chart of ‘Essential Statistics,” 


Twenty-four Companies. 
Single Copy, 25 Cents. 


BENJAMIN F. BROWN, 
Author and Publisher, 
Ashmont, Boston, Mass. 





PHENIX 
INSURANCE 
COMPANY 


OF BROOKLYN, N. Y. 


Has removed to its New Office, 


No. 68 WILLIAM ST., 
New York. 





The West's 
Greatest Insurance Paper 


“THE WESTERN UNDERWRITER” 


A weekly newspaper conducted on lines fol- 
lowed by the dailies. 
No Write Ups. 
No Puffs. 
No Paid Notices. 
No articles to encourage extra sales. 


413 Vine Street, 164 La Salle Street, 
Cincinnati. Chiaggo. 


Subscription Price, $2 per year. 








NORTHERN 


ASSURANCE 
COMPANY 
OF LONDON. 


Eastern and Southern 
, Departments. 
33 PINE ST., NEW YORK. 





ADMITTED ASSETS, 
POLICY 


CONTINGENT FUND 
NET SURPLUS 








George W. Babb, Manager. 
T. A, Ralston, Sub-Manager. 





i 42ND YEAR i 
i) OF NEW YORK 
fof 40), 10] ae | >) od 11 


RESERVE. &c 
DIVIDEND-ENDOWMENT FUND $ 


SU a 


INCREASE 


8.33 
8.25 
16.36 
4.57 


10.31 


$13.370.863 
$11,103,912 
856.819 
$¢ 100.000 
$ 1,310,132 
$59,646,669 





OF HARTFORD 
CONNECTICUT 


fEtna Life Insurance Co. 


MORGAN G. BULKELEY, President. 


$60,000,000 Assets. Paid to Policy- Holders, $126,000,000 


THE LARGEST COMPANY IN THE WORLD 
Writing Life, Accident, Health, and Employers’ Liability Insurance. 





MOST DESIRABLE CONTRACTS OFFERED TO AGENTS 








The 42tna Life issues 3%, 4%, and 5% Gold Bond Contracts. 
Life Policies become Endowments at the Age of 85. 
Non-Participating Contracts at Low Rates. 


All Aétna Policy and Bond Contracts have Liberal Extension Loan and Cash Values, and are without restrictions 
after one year, except for army and navy service. They contain many attractive and popular working features, including 
that of allowing 


DIVI DEN DS on Participating Policies to Accumulate at Interest for the purpose of reducing the number of 
Payments or shortening an Endowment Term. 


Written upon the most liberal forms of policies, including the forms 
ACCI DENT INSURANCE of other leading Companies if desired. 





Application for an Agency should be made to the Home Office 
at Hartford, Conn., or at one of its General Agencies. 





What is the use of saying ‘‘the best 


company,’’ or ‘‘the strongest com- 

pany,’’ or ‘‘the largest company ’’ ? The 
They all say these things. 
We say simply 


The Penn Mutual 


Life-Insurance Company 


of Philadelphia. 
Organized 1847. 


That tells the whole story. 


insurance Field. 


YOUNG E. ALLISON, 
Editor. 


A weekly newspaper 
covering the whole 
Field of Insurances, 
with particular atten- 
tion to conditions ex- 
isting in the Southern 
field. 





Published at Louisville, Kentucky, 
every Thursday morning. 


SUBSCRIPTION PRICE, $3.00 PER ANNUM. 


“The Leading Fire Insurance Company of Americu" 
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JOHN C. PAIGE & CO. 
INSURANCE 


20 KiLBY STREET 
BOSTON. 


WM. B. CLARE, President. 


W.H. KING, Secretary. E.O. WEEKS, Vice-Prest. 
A.C. ADAMS, HENRY E. REES, Asst. Secretaries. 
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